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INTERNATIONAL AFFAIRS 


CEMA MULTILATERAL COMMITTEE DISCUSSIONS VIEWED 
Shiryayev Article on CEMA Integration 
Prague ZAHRANICNI OBCHOD in Czech No 2, 1982 pp 13-14 


[Article by Jaroslav Nykryn: "An Interesting Contribution to the Theory of 
Socialist Economic Integration"; passages within slantlines in boldface] 


[Text] Yuri Shiriaev, director of the International Institute of Economic 
Problems of the World Socialist System in Moscow, has published in the January 
issue of the magazine FOREIGN TRADE an unusually interesting and significant 
article entitled "Problems of Developing Direct Relations Among Economic 
Organizations of the CEMA Member States." No doubt from certain aspects this 
article can be considered an outstanding contribution to the development of 
the theory of socialist economic integration. Due to this circumstance, 

after having iead it I am adding my own point of view to some of the questions 
covered by the author. At the same time, I presume that it would be very 
useful if Yuri Shiriaev's article drew attention from other workers in our 
economic theory and practice. 


It was by no means easy to translate the original text of the article into 
Czech, especially as far as the /terminology/ is concerned. In the original, 
Shiriaev uses the term "neprosredstvennye proizvodstvennye Svyazi," for which 
it is tempting to use the literal, though not quite correct, translation 
“direct production relations.” In this case a term would be used which could 
be connected with an already deep-rooted economic category "production rela- 
tions" as an antithesis to “production forces." That is why it is more 
correct to use a simplified translation “direct relations" which had also been 
used for the mentioned term in the Czech edition of the Complex Program, or to 
use suitable descriptions, such as "direct production collaboration," "direct 
relations in production," etc. 


Right at the beginning Shiriaev draws attention to some confusion involving 
the very /conception of the "directness" of relations/ among economic 
organizations of the CEMA countries. I think it is questionable whether the 
issue is important, or only of secondary significance. The author tends to 
favor the latter opinion, when he says that if e.g., cooperation is as a rule 
brought about by means of foreign-trade organizations, it by no means changes 
the essence of the issue. It can be deduced from his article that one has to 

















distinguish between cases when production cooperation is implemented without 
any mediating organizations of foreign trade, and cases when these organiza- 
tions act as middlemen in the relations between direct producers. The former 
case is concerned with “direct relations" in a pure form, the latter involves 
direct relations "mediated." The author is right to prefer content to form, 
on the other hand, however, it is still also necessary to analyze the form 
more thoroughly. There are several reasons for this: 


1. A question arises whether the entrance of foreign-trade organizations into 
relations among producers in any of the various cases of implementation 
of direct relations (scientific-technical cooperation, common research 
and development, productivun specialization and cooperation, joint 
investment, joint undertaking, etc.) is a hindrance, or the opposite, that 
is, a stimulus, in their development; 


2. In all cases, the problem of direct relations involves national mechanisms 
of managing foreign economic relations, in general first of all the 
question of state monopoly of foreign trade which is solved in individual 
CEMA countries in different ways. Im a more concrete way, it especially 
involves the national supplier-purchaser relations which arise in the 
process of implementation between producers and foreign-trade organizations 
in all cases when these organizations obligatorily represent the producer; 


3. The problem of direct relations is becoming an international problem of 
all CEMA countries, being internationalized in parallel with the 
internationalization of production, and the differences in national forms 
of the implementation are, in my opinion, a certain hindrance to 
development. 


I see /the principal significance/ of Shiriaev's article in the fact that in 

it the author deals with a problem which is relevant in the economic 

cooperation among economic organizations of CEMA countries, and consequently 

in the whole process of deepening socialist economic integration. Despite 

its mentioned relevance--which so far has been potential rather than real-- 

during the 10 years since the acceptance of the Complex Program in 1971 this 

problem has not been, at least not in this country, subjected to a deeper 
theoretical examination, nor has it been respected in practice, except for 
some sporadic cases. In my opinion, it would not be an overstatement to claim 
that in the sense of I. Shiriaev's article, direct relations belong, or may 
belong, to those basic factors of a faster and more effective development of 
socialist economic integration which include, e.g., coordination of national 
economic plans, or long-term target programs of cooperation among the CEMA 
member countries. The importance of direct relations can be seen in the fact 
that they represent the following factors: 

--desired internationalization of production in countries with socialist 
systems, the advantages of which are directness, tangibility, and a high 
(potential) economic efffectivity; 

--accelerating the international transfer of scientific and technical findings, 
as well as of production experiences within the framework of these countries; 

--contributing directly to the desired "integrative" way of thinking, the 
importance of which is still being underestimated, and which can be favorably 























influenced by the directness of real working relations between technicians, 
economists and workers of various national economic organizations. 


Direct relations in production, or let us say direct production cooperation 
can substantially contribute to the development of an effective distrib::tion 
of production programs of the cooperating production organizations of 
individual CEMA countries. It can also lead to an increase in serial 
production with all the positive consequences ensuing from it for the area of 
work productivity, production unit cost sensitivity, as well as production 
quality, and, finally, also for export potential. 


I. Shirlaev mentions certain permanent trends in enforcing the elements of 
direct relations, and also the experiences gained in this field so far, which 
should be evaluated. In this point I fully agree with him. Perhaps in this 
connection it might be worthwhile to present a certain simple survey of this 
development in a sense of forming categories, that is, to outline some 
differences and /degrees of intensity of direct relations/ in the production 
area. In my opinion, here lies the focus of the problem which also holds 
Shiriaev's concentrated attention, although in his article he disccuses 

direct relations in a broader sense (that is, on the level of ministries and 
central authorities). In this sense, direct relations are enforced as follows: 


1. Within the framework of interstate economic organizations such as 
Intermetal, and of international economic organizations such as 
Interatomenergo; in the former case the intensity of direct relations 
does not reach--because of having been mediated--the same extent as that 
of the latter case; this ensues from the functions of these organizations 
and from differences in implementing the budget; 


2. Within the framework of joint enterprises of the CEMA countries, that is, 
organizations such as Haldex, when it is a matter of clean-cut budgetary 
formations with full economic and iegal subjectivity; the intensity of 
direct relations is in this case, which of course so far occurs as a 
sporadic exceytion, higher than in previous cases; 


3. Within framework of fulfilling joint research and development tasks 
of scientific and research institutions of the CEMA countries, whether of 
multilateral or bilateral nature; here a high intensity of direct 
relations is involved which I am “including” in the production sphere as 
a potential component of direct production cooperation; 


4. Within the framework of a joint large-scale investment ventures, such as 
the Soyuz gas line, where a high intensity of direct relations is involved 
in connection with solving internationally unusually significant tasks; 


9. Within the framework of production cooperation based on production 

specialization and coproduction, when direct relations in the production 
sphere are most intensive in the section which belongs to the most basic 
factors--and for Czechoslovak economics also the most hopeful ones--of a 
further economic development. However, it is to be added that until now 
among the agreements on specialization and production cooperation, e.g., 














between Czechoslovakia and other CEMA member states, Cleese on 
specialization have prevailed, not those on cooperation or coproduction 
which objectively enable, even assume, the directness of economic 
relations. 


In accordance with the spirit of Shiriaev's article it is necessary to point 
out that the more complex and challenging the given production branch, 
technically, technologically and from the aspect of the world pace in 
innovations, the greater is the significance of direct production cooperation 
among technicians, engineers, economists and workers of manufacturing plants 
in socialist countries, and the more important is their direct, fast and 
operative cooperation in the implementation of planned projects. This 
applies especially to engineering industries in general, and to nuclear 
techniques, electronics and microelectronics in particular, although it is 
also impossible to overlook reserves in such classic production branches which 
include, e.g., the production of machine tools, tractors, cars, or highway 
and construction equipment. 


Shiriaev points out the sporadic nature of direct relations in one case, and 
their regularity in another. Measures which have already been taken, but 
even more those which should be taken in order to gradually deepen direct 
rela’ ‘ons in the production sphere among the CEMA member states on the level 
of production organizations, are supposed to follow the rational trend from 
/accidental to planned issues/, that is, from sporadic to regular in nature. 
This is far from being simple, of course, because such measures require first 
of all a substantial rapprochement of national approaches to this task, 
especially in those elements of national mechanisms of managing foreign 
economic relations which so far have been construed and applied in different 
ways. However, here we can draw attention to considerable reserves which are 
being offered in the area of coproduction, involving also the phase of 
research and development. As a matter of fact, the very substance of the 
mentioned agreements, especially their long terms (in engineering industries 
we can count on an average validity of 5-7 years and more) and flexible 
stability (by flexibility I mean here the necessity of including into 
cooperation agreements necessary amendments on technological and technical 
modernization of joint production and on innovation of products), signifi- 
cantly support the planwise nature and permanency of the development of 
direct relations. The same applies to cases of participation in joint 
ventures and in big investment projects. 


The most important factor in the development of direct relations on the 
enterprise level is the /formation of more general preconditions/ of their 
implementation on the level of central authorities, that is of corresponding 
branch ministries of individual CEMA countries. Nevertheless it seems that 
there is no n-:rrow profile in this sense, and at present people are rather 
concerned tl ¢ the enterprise sphere would take more advantage of the already 
existing international agreements on this level. More often the setbacks can 
be found in the low initiative of production enterprises (in Czechoslovakia it 
is the middle link, that is, the VHJ [economic production unit]). which, on 
the other hand, hits certain barriers of both an objective and subjective 
nature worth being mentioned in more details (however, this concise 











contribution makes it impossible), I would like to remark at least briefly 
that from the aspect of the middle link in management, that is, from the 
aspect of production enterprises, barriers of an objective nature include 
some measures in the field of national mechanisms of management (the system 
of supplier-purchaser relations, the fixing of wholesale prices, the adjust- 
ment of internal converting rules, or national rates of exchange, etc., 
inclusive of some questions or organization of the enterprise base of foreign 
trade) carried out by the “center" and standing up against the enterprise 
sphere of production in an objectivized form; barriers of a sujective nature 
include the “customary"™ unwillingness to undergo certain risks and to change 
the stereotypes of management, even those of thinking. 


Of an unusual importance for the development of direct relations through 
production is economic cooperation, first of all /the price basis/, or price 
conditions of cooperative agreements. It is necessary to distinguish between 
internal prices of materials, of cooperative components of finalized 
cooperative products, and other activities connected with the fulfilling of 
cooperative agreements on the one hand; and between foreign prices of all 
these elements on the other, when mutual supplies take place "inside" the 
cooperative agreement. There are well-known cases when a certain cooperative 
agreement, e.g., coproduction and finalization, is for both partners quite 
explicitly advantageous from the purely technical and technological points of 
view. Direct production cooperation, direct relations in production are 
evidently being offered as technically effective for both sides. If the 
problem of cooperation in creating relevant use values is viewed from the 
aspect of technical parameters, everything is all right. However, as soon as 
the same problem is beginning to be enforced from the aspect of economic 
effectiveness, and price parameters are added to technical parameters, too, it 
happens that the agreement in question is less advantageous than expected, or 
downright disadvantageous for one or the other partner, or even for both. 

The roots of this paradox are in the differences of price fixing in individual 
countries, and also indifferent methods of economic stimulation. Shiriaev is 
right in stating that national systems of management of cooperative relations 
often, e.g., are quicker to stimulate final production than cooperation in 
semifinished articles, that is semifinal production. Under these conditions 
internal enterprise budgets, or internal economic calculations of participating 
enterprises, are of varying sensititivy toward foreign prices of mutual 
supplies within the framework of a cooperative agreement, often reacting in 
an opposite way from that following from purely technical conditions of 
cooperation. 


Naturally, direct relations in production are not a self-purpose, but 
exclusively a means for attaining /higher effectivity and mutual 
advantageousness/ of all the elements of economic cooperation among the CEMA 
countries which can be included under the concept of direct relations. It 
appears to be quite explicit that the problems of direct relations cannot be 
viewed from the aspect of only one country, one producer, or one cooperating 
party; that by their substance direct relations in production are an 
international problem. That is why this attribute of theirs equally explicitly 
calls for international cooperation in this area, such as is the case also in 
other areas of the CEMA countries’ cooperation. Here we can point out the 











statement of L.I. Brezhnev at the 26th CPSU Congress: "Life compels us to 
carry out the coordination of plans through the coordination of our entire 
economic policy. The daily agenda is going to include also such questions as 
is rapprochement of the structure of economic mechanisms; further development 
of direct relations among ministries, associations and enterprises participa- 
ting in cooperation; as well as formation of joint companies. There are also 
possibilities of other forms of joining our efforts and resources." 


In the conclusion of his article Shiriaev emphasizes very precisely the 
necessity of further measures which would lead to a desirable development of 
effective direct relations, especially among producers of socialist countries. 


Also in our conditions, it would be useful to /contribute more to the 
development of these relations/. Without going into details (considering 
the complexity of individuals problems, as well as the conception of this 
article) it is possible to state at least the following keynotes: 


--faster adjustment of supplier-purchaser relations between O0ZO [Supply and 
Marketing Department] and VHJ in the export-import area to international 
conditions of socialist economic integration in general and to the condi- 
tions of direct relations, especially in the field of production 
cooperation, in particular; 


--to better adjust (differentiate) the enterprise basis of Czechoslovak 
foreign trade to the conditions of direct relations, including the solution 
of the question of adequate delegation; 


--to strengthen the planning discipline both in production and foreign trade, 
especially in the export field; 


--to gradually bring together value tools in the management of foreign trade 
and of production, among others to strive for rapprochement in the fixing 
of wholesale prices; 

--to speed up the unification of technical standards and of production 
technology regulations with those of other top-level CEMA countries, 
especially with the view of facilitating cooperative relations. 

Role of Management Systems in Foreign Economic Relations 


Prague ZAHRANICNI OBCHOD in Czech No 2, 1982 p 15 


[Article by Judita Stouracova: "The Role of the Management System in 
Socialist Foreign Economic Relations"] 


[Text] On 19-23 October 1981, the proceedings of the 
Problem Commission for Multilateral Cooperation of the 
Academies of Sciences in the Socialist Countries took 
place in Moscow. Within its framework, there was also 
a session of the work group for questions of planned 
management of socialist foreign economic relations. 











The proceedings of this group dealt with topical questions 
of managing foreign economic relations of socialist 
countries in the conditions of the starting decade. Its 
participants were representatives from the Bulgarian 
People’s Republic, the Hungarian People's Republic, the 
GDR, the Polish People's "epublic, the USSR, and the 

CSSR. 


In 1976, the Problem Commission for Multilateral Cooperation of the Academies 
of Sciences in the Socialist Countries appointed a work group for questions of 
planned management of socialist foreign economic relations. Members 
participating in the activities of this group are institutes for basic and 
applied research of Bulgaria, Hungary, the GDR, Poland, USSR, and CSSR. For 
the last 5 years the aim of the group has been to compose a comprehensive 
study on the management of socialist foreign economic relations, both from the 
standpoint of its general trends and of its specific features and solutions in 
individual countries. During the proceedings last year, which took place in 
Prague, this task was finished. The participants of the proceedings approved 
the final text of the assigned study which contains relatively complete 
information on the principles and measures of the management system for 
foreign relations of socialist countries in the late seventies and the early 
eighties. The study will be published as part of a more extensive monograph 
entitled "Economic Mechanism of the Operation of Socialist Economics." 


Although the system of planned management of national economy is merely one 
of the aspects of economic development whose trends on the macroeconomic level 
are being laid out on the basis of central decision, and although the actual 
questions of economic cooperation among socialist countries are of ever- 
increasing importance, especially on the long-term horizon of its structure 
formation, the system of management in implementation of these trends can 
still play an important role, that is, be affecting the a_tivity of national 
economic subjects which are pointed at the growth of its effectiveness. 


Documents to the most recent congresses of the communist and labor parties 

of CEMA member countries put considerable emphasis on an intensified linkage 
of national economics with the international division of labor, made 
necessary by the changed conditions of both internal and world economic 
development. The interconnection of national and world economics is carried 
out by means of foreign economic relations. With respect to the fact that 
the most significant form of these relations still remains the exchange of 
goods with foreign countries, the striving of socialist countries for 
effective participation in the international division of labor in the present 
phase of their econumic development results in the requirement of intensifying 
the effectiveness of their foreign trade. 


Whereas in past periods the questions of the effectiveness of foreign trade 
were mostly examined as partial problems of economic theory, attention being 
paid mainly to the investigation of their criteria and of the effectiveness's 
direction, at the present time the growth of the effectivenss of foreign 

trade is becoming a topical program of the economic policies of most socialist 
countries. In this connection, the feature gaining in importance is the 








management system for the national economy as one of the factors influencing 
this growth, and in its framework again it is the system of managing foreign 
economic relations, especially those in foreign trade. 


The spirit of such a conception of the role of the management system for 
foreign economic relations also prevailed in this year's proceedings of the 
work group of the Problem Commission which took place 19-23 October 1981 in 
Moscow. The proceedings were linked up with joint sessions of the members 

of all work groups of the mentioned commission (the work groups covered the 
following subject matter: questions of the linkage of economic mechanism to 
the aims and tasks of the national economic plan; questions of apprising and 
stimulating effective utilization of natural resources; methods of measuring 
and economic stimulation of scientific and technical progress with the aim of 
increasing the effectiveness of corporate production; economic, organizational 
and legal problems in the operation of productive economic organizations, such 
as corporations, concerns, enterprices, etc.; and problems of operation of 

the economic mechanism and the development of foreign economic relations) 
during which the representatives of tidividual deiegations presented reports 
on changes and topical problems of ec=nomic mechanisms of operation of their 
national economies. 


During the Moscow session of the work group for operational problems of 

economic mechanism and the development of foreign economic relations, first 

the schedule of activities for the period 1981-1985 was agreed upon and the 
subjects of joint research were approved. The problem spheres involved here 
are as follows: 

~-Respecting the requirements of the international division of labor and of 
socialist economic integration in the preparation of national economic 
plans; 

--The economic mechanism of relations between foreign trade and production 
(economic mechanism and material interest of enterprises in structural 
changes of production; influence of the results of exports on the operation 
of enterprises, the role of imports in internal economics; economic 
mechanism and the adjustment of enterprises to export markets); 

--Organizational forms of relations among production, internal market and 
foreign trade; 

--Long term production relations in international cooperation and the economic 
mechanism; 

--Questions of determining the effectivity of foreign economic relations. 


The second part of the program of this work group's session was held in the 
form of an academic seminar. Based on the presentations of its participants, 
both theoretical and practical questions of relations between production 
organizations and those of foreign trade were discussed. Further discussions 
covered experiences of economic and organizational arrangement of these 
relations in Bulgaria, as well as experiences of the operation of industrial 
concerns in the GDR from the viewpoint of positive results of their action 
being reached in foreign economic relations. The participants of the seminar 
were acquainted with both plans and results of activities of the Soviet 
Zagranpostavka organizations, and finally they also discussed theoretical ways 
of solving the participation of production organizations in foreign relations. 
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INTERNATIONAL AFFAIRS 


YUGOSLAV, SOVIET OFFICIALS DISCUSS MUTUAL TRAD 
Belgrade PRIVREDNI PREGLED in Serbo-Croation 12 May 82 p 3 


[Discussion with Boris Andreevich Borisov, chairman of the Presidium of the 
USSR Trade and Industrial Chamber and Straso Hristov, chairman of the Yugoslav 
Presidency of the Yugoslav Economic Chamber] 


[Text] At the invitation of the editorial board of a 
Soviet newspaper, the CPSU Central Committee weekly 
EKONOMICHESKAYA GAZETA, Slobodan Sindolic, the acting 
director general of PRIVREDNI PREGLED and the chief 
managing editor for publication, recently visited the 
Soviet Union. The result of this visit was an agreement 
between the two editorial boards to address basically 
the same questions to the chairman of the Presidium of 
the USSR Trade and Industrial Chamber, Boris Andreevich 
Borisov, and the chairman of the Presidency of the 
Yugoslav Economic Chamber, Straso Hristov, 


We asked the following questions: what characterizes 
the trade and overall economic relations of the Soviet 
Union and Yugoslavia today; what in particular could 
you say about the ties and cooperation between the 
Soviet Union's Trade and Industrial Chamber and the 
Yugoslav Economic Chamber; what the role is of the 

two chambers in the development and consolidation of 
cooperation between the economies of our countries; 
and how you view and assess the role of the two 
economic newspapers, the daily PRIVREDNI PREGLED 

and the weekly EKONOMICHESKAYA GAZETA, in accelerating 
and intensifying cooperation between the two chambers. 


[Response by B.A. Borisov] 


First of all, L want to emphasize that economic relations between the USSR and 
Yugoslavia are developing on the basis of equality, mutual benefit, and 
comradely mutual assistance, while taking into accout the capabilities and 
needs of each participating country. Soviet-Yugoslav trade is characterized 
by continuous dynamism. This view has also been confirmed by the words of 











the General Secretary of the CPSU Central Committee, the chairman of the 
Presidium of the Supreme Soviet of the USSR, L. I. Brezhnev: "In recent 
years, cooperation between our countries has been on the ascendant. It 

has a stable and planned nature. This applies in full to the ties of mutual 
interest that are making it possible for the economic foundations of our 
countries to be consolidated." 


Speaking in terms of statistics, it may be noted that in the period from 

1971 to 1975, the volume of Yugoslav-Soviet trade more than doubled in com- 
parison with the preceding five-year period. During the five years from 1976 
to 1980, our trade increased again and reached $18.1 billion, considerably 
exceeding the planned target of $14.2 billion. In 1980 alone, the volume 

of trade was equal to that of the preceding five years--$5.9 billion. The 
trade agreement between the USSR and the SFRY for the current five-year 
period provides for a further significant growth in trade, and it is expected 
to reach $32 billion. 


Cooperation in Industry Especially Significant 


The Soviet Union holds first place among Yugoslavia's trading partners: 
almost a third of total Yugoslav exports go to the Soviet Union. The extent 
and stability of our market present broad prospects for developing production 
in several branches of Yugoslav industry. 


Economic and technical cooperation between the Soviet Union and Yugoslavia in 
the construction and renovation of industrial and other installations in 
Yugoslavia has attained imposing dimensions. As the largest of these 
installations, we can cite the Djerdap I hydroelectric and navigation system 
on the Danube, the Birac alumina mine, which has a capacity of 600,000 tons 
per year, and the thermoelectric stations, with a total capacity of about 2.5 
million kW, in Kostolac, Lukavac, Obrenovac, Sisak, Tuzla, Negotin on the 
Vardar, and Zagreb. 


The Soviet Union is assisting its Yugoslav comrades through its own experience 
in the production and enrichment of nonferrous metal ores and the production 
of steel, iron, and coke. 


In accordance with intergovernmental agreements, our side is cooperating in 
the construction and renovation of more than 140 installations of the Yugoslav 
energy industry, metallurgy, the coal and oil refining industry, and other 
branches. More than 75 of them have already been completed. For their part, 
Yugoslav enterprises and associations are producing machines and equipment 
for ferrous metallurgy, to meet Soviet orders, as well as certain equipment 
parts for our atomic energy stations. Yugoslav shipbuilding is well known in 
the Soviet Union. The Split and Rijeka shipyards, as well as other Yugoslav 
port cities, have built dozens of passenger and freight vessels for us. 
Yugoslav waterways are being sailed by fast vessels of the hydrofoil and 
"meteor" types, as well as container ships marked “built in the USSR." 


Due to the efforts of both sides, every year our cooperation is becoming 
more diversified, extending to new areas. 
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in regard to new forms of mutual economic cooperation between the Soviet 
Union and Yugoslavia, which demonstrate the intensification of the economic 
ties between the two countries, I want to stress the participation of 
Yugoslav enterprises in equipping installations in third countries. Yugoslav 
machine builders are developing special machines for metallurgical plants 

in Turkey, Iraq, Algeria, Sri Lanka, and other developing countries in whose 
national economic development the Soviet Union is participating. 


The prospects for our mutual cooperation are good. The guarantee for this 
is the above-mentioned agreement on trade for the current five-year period, 
and likewise an agreement on economic and technical cooperation in the 
construction and renovation of Yugslav industrial and other installations. 
This has to do with 16 enterprises, including five electric power stations 
with a total capacity of 1.4 million kW. The largest of these is the Tuzla 
Velika thermoelectric power station. A power unit with a capacity of 500 
kW is planned to be built in Yugeslavia for the first time. 


Constructive Meetings Between the Heads of the Two Chambers 


The new agreements between the two governments once more confirm the fact that 
the relations between our countries rest on stable, mutually beneficial, and 
long-term foundations. 


It is undeniable that the two chambers are also contributing to the development 
of trading-economic and scientific-technical relations, and to the expansion 

of specialization and cooperation. It should be stated that cooperation 
between the two chambers is developing smoothly. The regular contacts 

between the heads of the chambers contribute to this to a considerable 

extent. I recall the trip by a delegation from the Trade and Industrial 
Chamber of the USSR, which I headed, to Yugoslavia in 1978. The result of 

that visit was the signing of an agreement on cooperation between the two 
chambers. This document established the basic directions for action to 

promote economic and scientific-technical cooperation between the two countries. 
The meetings with the heads of the Yugslav Economic Chamber and the economic 
chambers of Serbia, Macedonia, Croatia, and Montenegro were constructive. 

Their purpose was to contribute to expanding the existing mutually beneficial 
ties. 


This purpose was also served by the visit to the Soviet Union of a delegation 
from the Yugoslav Economic Chamber, headed by chairman of the presidency Jon 
Srbovan in September 1981. During the talks with Srbovan, the great signif- 
icance of contacts between the two chambers for good mutual economic 
cooperation was emphasized. A role in this has also been played by the 
representation from the Trade and Industrial Chamber of the USSR in 
Yugoslavia. We have ascertained that coordinated and planned cooperation 
between the chambers, taking into account the characteristics of the economic 
management systems in the USSR and in Yugoslavia, can and must contribute to 
an even greater extent to the development of mutual trade, specialization and 
production cooperation, and the joint completion of large projects in both 
countries. 
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During the visit to the Trade and Industrial Chamber of the Soviet Union, 
the delegation from the Yugoslav Economic Chamber held meetings and talks 
with First Deputy Chairman of the USSR Council of Ministers I. V. Arkhipov, 
the deputy chairman of Gosplanr, N. N. Inozemtsev, the first deputy minister 
for foreign trade, N. D. Komsrov, the first deputy chairman of the State 
Committee for Foreign Economic Relations, B. G. Morozov, and deputy minister 
of information V. N. Ginko. 


During the talks, the issues of the status and prospects for the development 
of mutually beneficial ties between the two countries were discussed, and a 
set of measures for cooperating to ensure the positive development of these 
processes were developed. 


We feel that the visit by Jon Srbovan to the USSR will contribute to the 
expansion of diversified ties between our chambers in all aress of their 
activity. 


For several years, the Export Center, which operates as part of the system of 
the USSR Industrial and Economic Chamber, has been cooperating with 
Jugoslavijapublika. Between 1976 and 1981, enterprises and organizations 

in the SFRY participated in 33 international exhibits in the Soviet Union, 
and arranged 17 separate exhibits. 


The directorate for commodity evaluation of the USSR Trade and Industrial 
Chamber is cooperating, on the basis of an agreement, with the Yugoslav 
inspection organization Jugoinspekt. Cooperation also exists on the basis of 
ten contracts on inspecting goods that we deliver to each other. 


Primary Attention to Information 


The Soviet Union has been participating in the international fair in Zagreb 
for three decades now. Good business cooperation has been established with 
the management of the fair and the firm Intereuropa. 


I think that the significance of work on information can hardly be over- 
estimated, especially today, at the time of a scientific and technical 
revolution. Considerable attention was given to this subject during our 
meetings with the heads of the Yugoslav Economic Chamber. For example, it 
was recommended that primary attention be given to increasing all forms of 
mutual information when the plan is drawn up for carrying out the agreement 
on cooperation during the forthcoming period. 


I feel that the Yugoslav daily PRIVREDNI PREGLED and the Soviet weekly 
EKONOMICHESKAYA GAZETA could contribute a great deal to the consolidation of 
the mutal ties between our chambers, especially since we already have 
experience in cooperating with PRIVREDNI PREGLED: in 1979, I gave an inter- 
view to that newspaper, in which I acquainted the Yugoslav readers with the 
functional areas of activity of the Trade and Industrial Chamber of the USSR, 
discussed its goals and tasks, and cited examples of industrial specializa- 
tion and cooperation between the two fraternal countries. 
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Articles devoted to these issues are also published on the pages of 
EKONOMICHESKAYA GAZETA. 


In conclusion, I want to express my confidence that the friendly ties and 
mutually useful cooperation between the Soviet Union and the SFRY will be 
comprehensively developed in the future, as well, for the welfare of our 
people. 


[Response by Straso Hristov] 


In the last ten years, the cooperation between the Yugoslav Economic Chamber 
and the Trade and Industrial Chamber of the USSR has proceeded on the basis 
of the principles of the agreement on cooperation that was signed by our two 
chambers. Depending on the jurisdictions of the two chambers, this agreement 
specified the areas of cooperation, especially those relating to the partici- 
pation of the two economies in fairs and exhibits, exchanging information on 
the quality of mutual consignments of goods, and rendering assistance in 
concluding some agreements on expanding cooperation in the areas of trade, 
industry, transportation, tourism, etc. 


Significant Influence of the Chambers on the Development of Relations 


In the cooperation of the two chambers on the basis of the agreement, 
particular attention was given to providing assistance in organizing mutual 
meetings and contacts between interested economic organizations of the two 
countries, exchanging experts from individual economic areas, and organizing 
symposia and "economics and technology days," all in order to provide better 
information on the production and technological capabilities of the two 
economies. 


I particularly want to emphasize that our two chambers have signed an 
agreement on the general conditions for delivering goods, which regulates many 
significant issues in our mutual trade. Implementation of this agreement has 
had a positive effect on trade between economic organizations of the USSR and 
SFRY. 


It should be noted that the overall cooperation between the two chambers has 
had a significant effect on the expansion of trade between our two countries, 
as well as on the development and expansion of new forms of cooperation. In 
the cooperation of our chambers, the practice has been for the chairmen of the 
two chambers to meet each year, and on that occasion to analyze thoroughly 

the experiences and results of our cooperation, and establish new areas and 
directions for mutual cooperation. Thus, 4s can be seen, bilateral coopera- 
tion between our two chambers is proceeding very successfully, for our mutual 
benefit and satisfaction; this is in any case also confirmed by the results. 


Our experiences to date confirm that the possibilities and prospects for 
cooperation between the two chambers are very broad. I believe that during 
the forthcoming period, we will also extend our cooperation to new fields, 
and enrich it with new forms and content. 


This year the chairman of the USSR Trade and Industrial Chamber, Comrade 
Borisov, will visit our country. On that occasion we will discuss thoroughly 
all of the possibilities for expanding cooperation between our two chambers. 
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I feel that the adoption of a joint program for implementing the agreement 
on developing mutual cooperation during the next few years ought to provide 
for quite specific activities in carrying out certain joint actions that 
the two chambers are planning. Here I am primarily thinking of organizing 
meetings of interested economic organizations from the two countries and 
discussions of the quality of consignments of goods, exchanging experience 
in practical application of the agreement concerning the general condition 
for the delivery of goods between organizations of the SFRY and USSR in 
order for us to acquaint each other with the export possibilities of those 
types of goods which have so far not been involved in mutual trade, organizing 
symposia in order to inform each other of new technological achievements in 
some economic areas, etc. 


Special Place and Role of the Two Newspapers 


In a word, the possibilities for cooperation between our two chambers are 
very broad and numerous. For our part, we will do everything necessary for 
cooperation during the forthcoming period to be not only continued, but even 
expanded to new areas. 


The news media in general, both in the USSR and the SFRY, have a great and 
responsible task--primarily to inform readers in their countries objectively 
about the overall achievements of the working people of both countries, to 
note and encourage successful mutual economic cooperation, and to open up 
prospects for further promotion of the relations between the two countries. 
In regard to economic cooperation and especially the place and role of the 
two economic newspapers with particular significance and circulation, I can 
say that the responsibility of the two newspapers is increased, in view of 
the volume of trade between the two countries, its diversity, and especially 
the possibilities and necessity for this cooperation to be continually 
strengthened and developed. 


My view of the contents of the two newspapers, in regard to keeping business- 
men of both countries mutually informed, is basically positive. 


There is a fair amount of information in both of these newspapers about how 
trade is developing, what the results in technical cooperation are like, and 
what the overall achievements in the economic development of both countries 
are like. On the basis of the level of mutual information that has been 
achieved, I think that the editorial boards of both newspapers should take 

a step forward, and exchange with each other as much information, of as many 
different kinds, as possible, in regard to the economic life of the two 
countries, emphasizing both the positive experiences in mutual cooperation, 
and the possibilities for overall economic cooperation in all complex areas 
to be even greater. I am confident that both editorial boards are capable 
of satisfying this requirement. 


9909 
CSO: 2800/394 
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INTERNATIONAL AFFAIRS 


RAW MATERIALS, CEMA COOPERATION DISCUSSED 
Warsaw SPRAWY MIEDZYNARODOWE in Polish No 7, July 1981 pp 57-72 


[Article by Pawel Glikman, docent at the Institute of Scientific Policy, 
Technological Progress and Higher Schools: "Mineral Raw Materials in the 
Economies and Cooperative Efforts of the CEMA Countries"] 


[Text] Raw materials represent substances and at the same time are one of the 
three basic factors of material production. They are unevenly distributed 
within individual national economies as well as on the international scale. 
Thus, there is not a country (more precisely, almost no country) that does not 
have to import raw materials. Raw materials represent about one-fourth of 

the world's goods turnovers; they are qualitatively comparable, and thus a 
strong dependence exists between their prices and utility properties. As a 
rule, the mineral raw materials extracted in the CEMA countries are in areas 
that are difficult to access, and as a result it is increasingly necessary to 
go to low-yield deposits. Therefore, careful management of raw materials is 
necessary, and as production and human needs become more intense the greater 
is the need for careful management. 


Raw materials distribution is not proportional to the economic development 
levels of their producers and users. Raw materials were, and to a great 

extent continue to be, objects of international domination and subordination, 
an objective of policital strategy. They also can be the object of cooperation 
among nations. 


All these factors, designating goods turnover on a worldwide scale, directly 
or indirectly have a bearing on the raw materials situation of the CEMA 
countries, and on their economies and mutual cooperation. Raw materials are 
commodities that are easily sold on the world market. Because of the 
possibility of alternative sale, world market prices are obligatory in the 
goods turnover transactions among the states of the socialist community and 
represent a true parameter of economic accounting. At the same time, the 
similar character of raw materials makes such pricing more authoritative than 
those regarding processed articles. As a result, CEMA countries exporting 
raw materials have a good argument in demanding imports from CEMA countries 
that are exchangeably and materially equivalent and that are no less beneficial 
than that which they can obtain on the world market, Thus, in practice, 
countries with net raw materials imports must compenstae for them with 
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deliveries of world-standard geods. Here, however, we should cite two types 
of these latter goods. First, there are those goods with assured sales in the 
world market. If we ignore the problem of sustainability of supplies (that 
is, assume that these goods can be the basis for assuring long-term deliveries 
from the first as well as the second payment areas), then the benefits of 
cooperation within the framework of the socialist countries are almost zero in 
this realm of exchanges (equivalent alternatives). The second type is world- 
standard goods--offered by the CEMA countries in exchange for raw materials-- 
which currently do not have great sales on world markets. With regard to this 
area of turnovers, the importing countries gain the benefit. 


Countries exporting raw materials designate the remunerative period for 
exploiting their resources on the basis of current or forecast world prices. 

As a result of a mutual agreement with partners, it is possible to commit to 
turnovers a portion of resources that are unprofitable at a given price and 
which requires appropriate price adjustments. In turn, the importing countries 
can counter deliveries of raw materials derived from barely profitable 
resources with goods that deviate from world standards, which, of course, 
should be reflected in the prices. Both sides benefit from this type of 
exchange because if the principle of world prices is rigidly maintained then 
remunerative transactions would not be realized. 


The exploitation of raw materials resources that are remunerative at current 
world prices can be hampered by the lack of capital resources. Then there is 
a need for cooperation among the interested countries based on investment 
credit or other forms of capital aid. 


Raw Materials Resources, Their Extraction and Consumption 


Because of the different roles that specific types of raw materials play in 
a national economy and their different technical-economic characteristics, 
the problem of energy carriers is justifiably examined separately from all 
the other mineral raw materials. 


Energy Carriers 


In the present structure of primary energy consumption in the CEMA countries, 
hydropower and atomic energy play an insignificant role.! Only the USSR has 
abundant resources of all energy carriers (crude oil, natural gas, coal). 

The remaining countries possess only some types of fuel; Poland and 
Czechoslovakia have a surplus of solid fuels. All European CEMA countries, 
except the USSR, are net importers of primary energy. 2 These countries cover 
most of their shortages with imports from the USSR. Thus the USSR's fuel 
situation has the utmost bearing on resolving the problem of supplying the 
economies of the entire grouping with energy carriers. 


The Soviet Union's crude oil reserves are estimated to be about 80 billion 
barrels, which in all probability will be sufficient for 17 years at the 
current rate of extraction.3 But inasmuch as crude-oil reserves are not 
disclosed in the official statistics, one must be very wary of these 
estimates. However, of more vital significance is the appraisal that over 
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the last few years oil reserves have not diminished appreciably which is in 
line with the viewpoint that the traditional extraction regions--the Caspian 
Sea, the Urals and Western Siberia--are intensively exploited; but to date 
geologists have not discovered equivalent new oil reserves. It also is 
probable that the terrains on which as-of-yet undiscovered resources can be 
discovered will be more rather than less burdensome to exploit, which will 
increase extraction costs. According to the assumptions of the five-year 
plan, the extraction of crude oil over the next few years will stabilize at 
the present level; the projected increase over the entive five-year plan 
period is supposed to be 3-7 percent. In comparing 1980 extraction data 
(603 million tons together with gas condensates) with the estimated volume of 
present crude oil consumption (in the range of 450 tons) and taking into 
account the Soviet Union's payments situation, it is very probable that the 
export of crude oil to other CEMA countries will be rigorously maintained at 
the current level. 


The possibility of increasing the extraction of natural gas, of which the USSR 
has about 40 percent of total world reserves, is much greater. At the present 
level of extraction known reserves should be sufficient for more than 80 
years. To be sure, one can anticipate that with the more rapid growth in 
extraction relative to the increase in resources that their relation to annual 
extraction will decrease over the next several years. But with regard to the 
probability of resources existing that exceed known resources many times, the 
possibility of further expanding the production of this raw material is 
immense. Then again, expanded cooperation among the CEMA countries to resolve 
the energy problem will be linked primarily with gas. Natural gas can also 
become the object of widely conceived cooperation between the USSR and the 
Western countries. The vast resources of gas in the Western Siberian Basin 
are located at so-called economic distances from Western Europe and the 
eastern shore of the U.S., but severe climate conditions requires a vast 
amount of capital to make these resources available for exploitation. 


Rich deposits of hard and brown coal are also to be found in the USSR. Since 
only a small percentage (not quite 2 percent) of the geological resources 
have been made available for industrial exploitation, at the present level 

of extraction they should last for many decades. Again, the problem is not 
with resources as such but with their distribution. The Donets Basin contains 
only about 2 percent of the balance reserves, but 30 percent of the extracted 
coal is mined there. Altogether about 70 percent of all the coal is extracted 
from the European part of the USSR and only 30 percent from the eastern 

basins of this country. But the distribution of resources is just the 
opposite; thus the plan calls for the entire increase in coal production to 
come from the eastern regions of the country. Immense difficulties are 

linked with this because most coal and energy users are located throughout 

the European part of the USSR.° 


In contradistinction to crude oil and natural gas, practically the entire 
output of coal is intended for the Soviet Union's own use (net export, that is 
after deducting coal imports from Poland, amounts to about 3 percent of the 
total coal extracted), but coal imported from the USSR plays a significant 
role only in Bulgaria's energy economy (about 10 percent of that country's 
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total consumption of primary energy). Thus this type fucl can only be of 
Significance in a direct way in the cooperative efforts of the remaining 
CEMA countries in the raw materials field. But expanding coal production 
can have an effect on changing the structure of consumption of energy 
carriers and thus eventually permitting additional possibilities for 
exporting liquid fuels. 


The goal of using one’s own resources to the maximum extent possible had the 
most substantial effe:t to date on the energy situation of the other CEMA 
countries. That is why investments were made to expand extraction capability 
for brown and hard coul, crude oil and natural gas even during the period of 
‘cheap’ crude-oil prices. It is difficult to evaluate this fact unequivocally. 
From the viewpoint of current crude-oil prices and payments difficulties, no 
doubt the situation is beneficial. However, the fact of the illusiveness of 
long-term prognoses of world prices for raw materials must be considered. 

At the same time, the gamble on coal, which is harmful to the environment but 
is our own resource, in contravention to the cost effectiveness of prevailing 
parameters and diagnoses, resulted from the autarchic tendencies which 
survive even to date and from not taking advantage of all the opportunities 
that can be provided by international cooperation and exchange. What is more, 
while it is a fact that all long-lasting programming is linked with the risk 
of error which lies in the nature of prognoses, it can turn out that a variant 
that is evidently worse on the basis of rational premises in the planning 
period turns out in reality to be more beneficial. 


Despite autarchic efforts, Bulgaria covered only 26.4 percent (in 1978) of 
its consumption of primary energy carriers with its own production, including 
51.8 percent of solid fuels and about 2 percent of liquid fuels and gas. 
Primary electric energy (mainly hydropower) plays a relatively greater role 
in Bulgaria then in the other CEMA countries. 


Czechoslovakia covers 66.3 percent of its consumption of primary energy 
carriers by its own production, including 101.5 percent of solid fuels and 
3.7 percent of liquid fuels and gas (thanks mainly to the production of 
natural gas). 


For the GDR, the respective data are as follows: 67.8 percent, 89.4 percent 
and 0.4 percent; for Poland--108.9 percent, 133.3 percent and 2.5 percent 
(73 percent relative to gas); for Romania--84.5 percent, 63.2 percent and 
87.7 percent (101.5 percent relative to gas and 70 percent relative to 
crude ofl); for Hungary--50.7 percent, 65.7 percent and 22.5 percent 
(including 2.8 percent for crude oil and 21.0 percent for gas).° Deserving 
of special emphasis in the fact that with regard to all the mentioned 
countries the relations between production and consumption are now worse 
than in previous years, and the relative deficit of energy carriers will 
continue to increase. This means that these countries will have to satisfy 
almost the entire increase in demand for energy carriers via imports. 
However, this is linked with serious problems: 

1) In the CEMA countries, the structure of consumption of energy carriers 
is differentiated, which also means that the material structure of imports 
is varied; 
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2) In this situation, the question arises concerning imports from the 
capitalist countries, with all its complications, as supplements of imports 
mainly from the USSR. If imports within the grouping are more beneficial 
for the CEMA countries, but is not detrimental to the exporter, then the 
concern is that some countries would find themselves in a privileged 
situation at the expense of the remaining countries; 

3) Differences in the structure of energy-carrier imports have a direct 
bearing not only on the cost of generating energy, and thus on the efficiency 
of the entire economy, but also on protecting the natural environment, which 
is becoming an increasingly severe problem in the CEMA countries as they 
develop. 


Other Raw Materials 


The second significant raw materials problem in the economies of the CEMA 
countries is the balance of metallurgical products. The industrialization 
model that is characteristic of the Soviet Union was adopted by the socialist 
countries; that means that the foundation is heavy industry, placing special 
emphasis on metallurgy and the machine industry with a highly developed 
investment sector. Within the framework of this model, the concept of an 
iron and steel industry with a full cycle and continuing demand for iron ore 
was accepted in a quite routine way. Except for Bulgaria, which covers 45 
percent of its current needs for iron ore from its own resources, the other 
countries are forced to cover almost the entire demand via imports. Only 

the Soviet Union has vast iron ore resources, largely concentrated in the 
European part of the country. Thus deliveries from the Soviet Union are 
dominant in the import of this raw material even though--depending on the 
individual country--this import is supplemented by deliveries from third 
countries. Despite the fact that these deliveries are a very miportant item 
in the balance of payments of the CEMA countries (but incomparably less 
important than deliveries of energy carriers), the iron ore problem is not 
the most important one in the overall complex of problems associated with 
the development of the «~:tallurgical industry. 


A relationship exists between the structure of metallurgical products and an 
economy's level of development. The higher the level, the greater the share 
of high-quality products. In the socialist countries, products with a low 
degree of enrichment are still dominant in this structure, which unfavorably 
affects the processing of metallurgical products, investments and foreign 
trade. In this regard the situation in Poland is relatively the worst. In 
the CEMA countries (the USSR excluded), in the area of supplying their 
economies with nonferrous metals based on their own raw materials bases, the 
differentiation is quite prominent. Poland, having at its disposal substan- 
tial resources of zinc and lead ores as well as copper, is in the relatively 
best situation. Having a surplus, these resources permit us to satisfy our 
own needs and to allocate a certain amount of ore for export. Among the 
remaining countries (the USSR excluded), only Hungary has bauxite resources 
of which it is an important exporter. Some copper ore reserves are located 
in Bulgaria, but the ore has a low metal content and does not fully satisfy 
their own needs. Bulgaria also has lead and zinc, manganese, chrome and 
pyrite resources. The GDR and Czechoslovakia possess small amounts of various 
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colored wetals (zinc, lead, copper, manganese and nickel). Also, Romania 

has discovered and is exploiting zinc-lead ores and manganese. This country 
is one of the few gold producers in Europe. As a rule, however, the 
extraction of these raw materials by the latter four countries does not fully 
meet their own needs and to a great extent is supplemented by imports. 


Raw Materials Exchange Among the CEMA Countries 


The European CEMA countries must import a large portion of their raw 
materials needs. The singular severity of the problem is based on the fact 
that--in respecting the principle of reciprocity, but on the basis of cost 
effectiveness--the CEMA countries exporting raw materials are justified in 
demanding goods that are exchangeably and materially equivalent and no less 
beneficial than those that can be obtained in world markets. This creates 
many problems for the importing countries. 


Determining the price of raw materials is another problem. In truth, in 
light of the trend of constantly increasing prices, the principle of 
establishing prices as averages of the previous 5-year period prices, which 
is obligatory within the CEMA framework, guarantees that in mutual turnovers 
they will be lower than world prices, but this also applies to exporters 

as well as importers. Then the problem boils down to establishing the terms 
of trade in raw materials/processed products relations and whether or not 
and to what extent countries exporting raw materials are included to accept 
deviations from the rule of full equivalency of raw materials without regard 
to the direction of their sale. 


Despite differentiation of price movements for individual types of raw 
materials, one can speak of the overall existence of their interdependence 
and, in association with this, to separate turnovers of raw materials as a 
certain specific group in the foreign trade of the CEMA countries. We are 
made aware of this above all by the fact that countries having surpluses 

of some types of raw materials can assure supplies of other types for them- 
selves independent of the direction of turnovers. In this regard, the 
situation is not the same for the individual European CEMA countries (the 
USSR excluded). 


As indicated in the attached data, the CEMA countries (the USSR excluded) 
have a debit balance or raw materials turnovers. Their of coal imports 
ranges from 25-30 percent. The exception is Romania, where the percentage 

is even larger and is greater than 37 percent. The share of raw materials in 
exports is between 10-25 percent, with Bulgaria having the smallest (8.5 
percent) and Poland the largest (24.8 percent). It is an important fact that 
the shares are constantly increasing for imports and decreasing for exports; 
in all probability this trend will continue for the foreseeable future. 


The five European CEMA countries (Romania and USSR excluded) cover only about 
one-half of their raw materials imports with deliveries from the other 
countries of the grouping (mainly from the USSR) which attests to the diffi- 
culty of the problem. Romania covers its needs the least with deliveries 
from the CEMA countries (estimated at 14 percent) and Czechoslovakia the 

most (about 65 percent). 
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Raw Material Trade in the CEMA Countries for 1977 
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A question arises: To what degree does the import of raw materials debit 
the export of all other goods, or to what extent is the export of raw 
materials a source for financing the import of nonraw materials? As it turns 
out, this debit is very differentiated depending not only on the individual 
countries involved but also on the directions of the turnovers. Of course, 
the situation is diametrically different in the USSR and the remaining 
countries. For the latter, a debit balance in raw materials turnovers is 
characteristic, and in relation to this a smaller or greater portion of 
income from nonraw material exports must be allocated to cover net imports 

of raw materials (the only exception is Czechoslovakia where in 1977 the 
surpluse of exports over raw material imports in turnovers with third 
countries was a minimum). 
















This export deficit occurred to the greatest degree in Bulgaria (over 30 
percent), and at the same time the especially strong net import of raw 
materials is linked with nonraw material goods in turnovers with third 
countries (37.6 percent). A similar situation occurred in the GDR but only 
in relation to third countries (debit, 35.4 percent of nonraw material 
exports). The smallest debit occurred in Poland (10.9 percent in turnovers 
with CEMA countries and 3.8 percent with third countries). In the USSR, 
however, the surplus of exports over raw material imports is immense. This 
country finances about 70 percent of its entire nonraw material imports with 
income from raw material exports. This percentage is smaller with regard to 
mutual turnovers; it is 42.5 percent, which is proof of the existence of 
specialization in other areas of turnover, above all in manufacturing. 
Regarding turnovers with the remaining countries, the subject relationship 
is 1.3 which indicates that the Soviet Union uses raw materials not only 

to pay for all remaining imports but ir probability also to repay incurred 
credits. This results from the fact that this country is not involved in 
specialization with third countries in any field of production. 






























Of course, the above data can sufficiently illuminate the payments situation 
for individual countries if it concerns raw materials management but on 
condition that the status of indebtedness and other factors related to export 
pressures are known. When exports are not highly encumbered by servicing 
debt, the low relation of net imports of raw materials to nonraw material 
exports can be proof of a relatively greater field for maneuvering the 
economy or its specialization possibilities. But it is known that the CEMA 
countries, especially Poland, are to a significant degree indebted to the 
West; thus such an analysis should be linked with examining the payments 
situation. If we assume thar the production of world-standard goods for 
expor. is a problem for all the CEMA countries, then the question of whether 
an economy covering the import of specific raw materials via the sale of 
other surplus raw materials is in a better situation--and to what extent-- 
then an economy that does not have such surpluses can be answered only when 
all the factors defining the payments situation are comprehensively considered. 


CEMA's Raw Materials Problems in the 1980's 


The dilemma facing the European CEMA countries in the 1980's are: 

--how to assure external raw material supplies; 

--how to improve the relation of raw materials consumption to the economy's 
results. 


In truth, to some degree these are ‘age-old’ dilemmas, but they take on 
special significance in this decade. 


Concerning the substance of the problem of external supplies of raw materials, 
there is a basic difference between the highly developed capitalist countries 
and the CEMA countries. In these former countries, this problem is character- 
ized mainly by its effectiveness aspect and the problem is not to pay for 

raw material deliveries but rather how much to pay for imports and what are 
and what should be the relations between convertible raw materials and 
manufactured products. in the socialist countries, the problem is character- 
ized mainly by its balance aspect, which is not only an indication of the 
still existing technological gap but also of the system for managing the 
economy in which effectiveness criteria still continue to play a minor role 

in economic decisions, including choices that are directly or indirectly 
linked with exchange and international cooperation. At the same time it is 
obvious that the unfavorable trend in the terms of trade for the exchange of 
raw materials for manufactured goods is intensifying balancing difficulties. 


If it is assumed that the growth rates of the national incomes of the CEMA 
countries will be in the 3-3.5 percent range annually, and taking into 
consideration the necessity of improving the indexes of the energy intensive- 
ness of income and, in association with this, the increase in their own 
production of energy carriers on the order of 2 percent annually, then the 
projected deficit of primary energy carriers in these countries will be about 
200 million tons of conventional fuel in 1985. This is more than twice the 
1975 energy shortage. How will it be covered? Knowledgeable people agree 
that one cannot count on increased Soviet deliveries. In spite of this, it 
seems that certain reserves exist in the USSR which are not sufficiently 
considered in existing prognoses. They are linked to technical progress not 
only on a world scale (recovering about one-third of the crude oil still 
remaining in deposits) but also with the use of existing techniques which 
depend above all on their importation or on the Soviet Union mastering modern 
equipment. / First of all, the use of these reserves will depend on the 
overall political-economic situation in the world and to what extent currently 
frozen U.S.-USSR relations improve, and secondly on increases in crude-oil 
prices that will make the mentioned ventures profitable. But in this case, 
only about one-fourth of the crude-oil shortage, amountiny to about 75 
million tons in terms of conventional fuel (about 52 million physical tons). 
will be covered by Soviet supplies. This means that the import of oil from 
third countries should increase by 40 million physical tons in the course of 
10 years. Thus the average increase in oil imports is supposed to be 4-5 
percent annually which, if one considers the unabated pressure to expand motor 
transport and the existing energy-consumption structure in the CEMA countries, 
seems to be a rather reasonable assumption. By 1985, oil imports are 

supposed to increase by 25 million tons, including 6.3 million tons from the 
USSR. In light of existing and foreseeable realities, however, this is a 
highly extravagant assumption. It should be noted th_- current oil imports 

of the European CEMA members from third countries amount to 15 millior tons 
and, thus, in accordance with the above assumptions, this import would have to 
increase 1.7 times by 1985 or over 11 percent annually. If the total value of 
imports from third countries in 1978 amounted to about $23.8 billion, then 
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the increase in value resulting from the purchase of crude oil would have to 
be about $4.4 billion (based on $230/ton) or over 18 percent (3.3 percent on 
an annual scale). If we consider the fact that currently about one-third 

of all raw materials deliveries from third countries consist of cruze oil, 
then with the above assumptions the share of crude oil in these deliveries 
will increase to 60 percent. 


If, however, one considers the fact that world technical progress is introduced 
into the CEMA countries mainly via transfers from Western countries, then such 
debiting of the payments balance should actually hinder the development of 

the European socialist countries. In turn, the pressure for expanded motor 
transport will continue (according to estimated calculations, the increase 

in demand for gas will amount to about 6 million tons in 1985), and therefore 
limiting the increase of crude-oil imports from third countries to a level 

of 10-12 million tons will require radical changes in the structure of its 
consumption and the use of other energy carriers, mainly natural gas. 


The USSR has vast resources of natural gas, probably enough to completely 
satisfy the present and future needs of the other European CEMA countries. 
The development of the USSR's natural gas resources will depend on collabora- 
tion of capital, mainly for the construction of gas pipelines. Thus, existing 
forms, especially cost effectiveness and clearing of accounts, will require 
far-reaching modifications. The possibility of increasing the share of 
natural gas in the structure of consumption of energy carriers is attested to 
by the fact that in the 1970-1978 period in Bulgaria this share increased 
from 2.5 to 7.6 percent; in Czechoslovakia--from 3.1 to 8.0 percent; in 

the GDR--from 1.4 to 11.1 percent; in Poland--from 6.3 to 6.6 percent; and in 
Hungary--from 15.6 to 25.7 percent.8 


Hydropower and atomic power continue to play a minor role in the structure of 
consumption of energy in the European CEMA countries. Only in Bulgaria has 
its share of the balance of primary energy been significant--it was 7.0 
percent in 1978. In the other countries it was insignificant. However, 
various experts refer to the prospects of expanding primary electric power. 
J. Biernat assumes that the growth of primary electric energy derived from 
atomic electric power plants will be 18 million tons of conventional fuel 
(about 8.400 MW). This means that the share of atomic energy in the total 
increase in installed power by 1985 will be in the range of 40-45 percent. 
In terms of conventional fuel, this will represent about 80 percent of the 
projected deliveries of oil and petroleum products from third countries. 
Other experts evaluate the possioilities in this area as being more modest. 
According to T. Muszkiet, the share of atomic energy in the growth of electric 
energy production in Poland by 1990 will be in the range of 20 percent. ? 

J. Danielewski believes that an increase on the order of 10,000 MW of atomic 
energy power will be achieved only by 1990 and not 1985. These are very 
important divergences because they have a significant bearing on the 
structure of the growth of consumption of energy carriers, including’ growth 
based on imports. Those latter estimates appear to be more probable because 
they are based on the assumption that expanded fuel cooperation, above all 
with the USSR, will be linked with the use of that country's natural gas 


reserves. 

















Concerning nonenergy raw materials, the situation appears to be less 
complicated. The Soviet Union will remain the main supplier of iron ore, 
even though great opportunities for capital cooperation exist here. Present- 
ly, the CEMA countries supplement imports from the USSR with imports from 
third countries (about 20 percent). However, this does not appear to be a 
big problems because the total import of ores from third countries debited 
the balance of the European CEMA countries in 1978 by the relatively small 
amount of about $180 million. There is another incomparably important 
problem, that is the problem of the structure of production and exchange of 
metallurgical products and their rational consumption. 


Concerning raw materials for aluminum production, the only alternative besides 
imports is to use nonbauxite raw materials. Regarding the decreasing 
possibilities of Hungary satisfying the needs of its partners for bauxite, 

the use of nonbauxite raw materials will become increasingly widespread. 


Among the European CEMA countries (the USSR excluded), only Poland is 
capable of basing copper production on its own resources, but the increase 
in production that will be possible from exploiting these resources is 
estimated to be relatively small. 


In addition to external supplies of raw materials, their rational consumption 
is a serious problem. Considering the overall severity of the raw materials 
problem, the CEMA countries exhibit wastefulness in their use. The 
consumption of primary energy per dollar of gross national income was 2.027 kg 
of conventional fuel for Bulgaria, 1.755 for Czechoslovakia, 1.746 for the 
GDR, 1.646 for Poland, 2.956 for Romania, 1.805 for Hungary, 1.961 for the 
USSR, and an average of 2.015 for the European countries. But this index was 
0.838 for the FRG, 0.909 for Sweden, 0.714 for France, and 1.034 for the 

EEC countries as a whole.!0 The fact that the energy intensiveness and raw 
materials intensiveness of a final product are higher in the socialist 
countries than in the highly developed capitalist countries should not be 
surprising. In these latter countries, subsectors that embody the highest 
achievements of technical knowledge contribute a relatively large share in 
generating the national income, and thus the relation of growth of manufac- 
turing to the consumption of raw materials must from the nature of things be 
more beneficial than in some of the socialist countries that are still at a 
lower level of development. Of great negative significance, however, is the 
fact that individual countries in both groupings differ markedly with regard 
to national income per inhabitant which at the same time is characterized by 
the absolute consumption of energy carriers which at times is higher in the 
socialist countries (consumption in the GDR is 20 percent higher than in the 
FRG, 44 percent higher in Czechoslovakia than in France and 13 percent 

higher in Poland than in Austria). 


The relations for steel, cement, nonferrous metals and other raw materials 
are similar. For example, in 1975 Poland used 225 kg of steel per $1000 of 
national income, in Great Britain--117 kg, in the FRG--85 kg, and in France-- 
71 kg. With a relatively much smaller volume of residential construction, 
Poland consumes 2.15 times more cement per resident than France and 2.8 times 
more than the FRG. Even more disturbing is the fact that these relations 
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continue to detetiocate.”” This is indicative of immense waste resulting from 
a lack of motivation to manage energy and raw materials economically. At the 
same time, many »pportunities exist to save raw materials. They are inherent 
in every sector and subsector of industry. Certain problems related to this 
should be mentioned. First, investments intended to economize on raw mater- 
ials are currently the main determinant for the development of the socialist 
countries. As a result of payment difficulties, these countries have run up 
against an acute raw materials barrier. Thus, eliminating imbalances to a 
great degree will depend to what extent raw materials savings can be achieved 
via internal efforts for already installed and newly created assets. Second, 
the main barrier for improving the raw materials intensiveness indexes lies 
in the system for managing the national economy. The concern here is not 
only about the well-known solution that now impels a producer to increase 
rather than reduce material intensiveness. One should look more deeply into 
this matter, namely at the investment lobby that is associated with the 
administrative structure. Once this lobby is framed in a model of industrial- 
ization based on heavy industry, it regenerates itself on a broader scale. 

As is known, breaking this lobby is impossible without strong social pressure 
of which the events in Poland are a forcible expression. Thus, essential 
reorientation in the consumption of raw materials can occur only on the basis 
of extensive systemic changes in the activities of enterprises and their 
organizations as well as in the activities of the central authorities. The 
concern here is about changes that encourage raw materials savings and about 
reorganizing the production and investment structure. In association with 
this, apparently it is not well known that beneficial structural changes 
regarding new material savings on a perceptible scale are possible only over 
the long term. It is linked strongly with investment policy which determines 
growth structures and at the same time the shape of economic development for 
the immediate future. 





Poland's raw materials situation is only apparently more favorable than those 
in the other CEMA countries that have fewer raw material resources. The 
complexity of the overall economic-political situation in Poland is now 
incomparably greater than in the other socialist countries. The imbalance 
existing in our country is much more extensive than in the other countries of 
the grouping. One of the most critical problems that is much more severe 
than elsewhere is the raw materials/energy barrier which immobilizes a large 
part of the capital assets. An attempt at a certain estimate can be made: 
during the 1971-1975 period capital assets increased (in constant prices) at 
an 8 percent annual rate, and during the 1976-1979 period at a 9 percent 
annual rate; during the 1971-1975 period the import of raw materials increased 
(in constant prices) by 14 percent and was uniform in both geographical 
directions. And this is mainly where the mystery of that great acceleration 
in the first half of the 1970's lay hidden because not only were new assets 
equipped with complimentary factors (probably at high interest) but even old 
assets could start operating at full steam with regard to eliminating the 

raw materials bottleneck. The situation reversed itself radically during the 
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second half of the decade. Capital assets increased at an even more rapid 
rate (because of time slippage) but raw materials imports were rapidly 
restrained; the average growth rate for raw material imports during the 
1976-1979 period was 3 percent annually; from the socialist countries--8 
percent annually, but from the other countries they decreased an average of 

1 percent annually. At the same time, the fact must be considered that the 
unnatural growth in investments during the mid-1970's was characterized not 
only by substantial growth in capital intensiveness of the expansion,!2 but 
also--which is especially significant--by an increase in import intensiveness. 
That variant was realized which subjected the economy--to a significantly 
greater degree than previously--to highly technological materials that were 
‘adapted' to imported techniques, to the flow of imported spare parts and so 
on. Thus, if it is assumed that imports from third countries should increase 
at least at the same rate as capital assets in step with the full utilization 
of production capacities, then the difference between the value of such 
hypothetical and the real imports should have been $5-6 million in 1981 (and 
in terms of current prices about $200 million more). This is the import 
barrier which over the next several years will limit the expansion of the 
national economy. 


Obviously, in view of the existing situation, this barrier should be the 
starting point for all plans and raw material prognoses for Poland's economy 
over the next several years. Problems associated with this require a 
separate and extensive study; only some of these problems are worthy of note 
here. 


It is not possible or even advisable to formulate plans for Poland's economy 
that go beyond 2-3 years (end of the crisis). In addition, all multiyear 
plans and prognoses drafted more than a year ago are now obsolete. 


lt remains to be seen if the 1981-1982 years will be declining years in which 
the main task will be to gradually eliminate imbalances. 


Concerning raw materials management, the following activities can have the 
most important results: 

--limiting investments and changing their subsector structure. Immediate 
results will depend on the increased activity of industries manufacturing 
investment resources or changes in the production profile, which is much 

more difficult; 

--implementing, on a much greater scale then now, investments directed toward 
saving raw materials (for example, intensifying cracking). From the viewpoint 
of raw materials management, this is presently the primary direction of 
activity because the possibilities of maneuvering here are far greater than 
eliminating imbalances with the aid of additional imports; 

--changing the structure of production. As mentioned--despite often announced 
opinions--positive results are possible here in a relatively short time. 
Changes in the profile of production where they are technically feasible 
(marketing, agriculture, service, export) not only should reduce pressure on 
raw materials and improve the economy's raw materials intensiveness index, 

but also have an effect on changing the structure of their consumption. 
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Economic reform will be an incomparably important factor in improving the 
situation. It appears that one of the main criteria for changes which are 
possible to implement in the near term should be the effect in raw materials 
savings. However, voices will be raised that in the framework of the so-called 
minor reform it will be difficult to depart from the rigorous division of 
deficit factors of production. It should be remembered, however, that the 
severe imbalance began in Poland 5 years ago, and during this entire time 
heroic efforts were made to alleviate the situation by means of a paltry 
division. In the belief that this would produce results, the so-called WOG 
[Large Economic Organization] system was realized. But the result is known. 


The consumption of raw material intensive luxury goods must also be limited 
(for example, gasoline). 


The development and implementation into practice of the cost effectiveness 

of cooperation among the CEMA countries, including cooperation in the field 

of raw materials, are essential. Some problems associated with this are: 
--each country calculates the cost from the point of view of its own economy, 
comparing variants of cooperation with other variants that satisfy the 
economy's raw material needs (domestic extraction, imports from third 
countries, investments that save raw materials). In those cases where goods 
included with raw materials turnovers are suited for export to a third market, 
world market prices should be taken into account; 

--cost calculations are lacking from the viewpoint of an agreement between 
interested countries, especially when the possibility exists for optimizing 
the materials structure of investments realized jointly or when the possibility 
is considered for expanding turnovers of goods (raw materials or their 
convertible equivalents), which cannot be sold in this market or else their 
sale would be unprofitable (this concerns raw materials) because of obligatory 
prices on the world market or limited demand; 

--interest rates that do not reflect the true cost of capital are not used 

in credit transactions. Only with true interest rates can credit be compared 
with internal conditions or conditions existing in the world market. Prices 
should also be used that permit the determination before hand of the 
convertible equivalent (implement in raw materials) of the allocated capital. 





All actions: should aim to support cooperation among the CEMA countries based 
on criteria of economic rationality. In the long run, this will be more 
understandable and justified than talking about cooperation based on the 
principle of an “international obligation” without knowing and considering 
the economic costs. However, if noneconomic premises exist that justify 
giving mitual assistance, then it would be reasonable and ethical if both 
sides were aware of them.!3 


FOOTNOTES 


1. For the seven European CEMA countries (including the USSR), 3.9 percent 
of the total primary energy consumption is used for hydropower and atomic 
energy. See J. Danielewski: "Energy Problems and Cooperation of the 
CEMA Countries with Poland." Warsaw, 1979 (typewritten copy). 
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2. Ibid, p 42. 


3. See T. Muskiet: "Fuel-Raw Materials Problems and Prospects for Their 
Resolution in Cooperation with the CEMA Countries," Warsaw, 1979, 
pp 27-28 (typewritten copy). 


4. See TRYBUNA LUDU, 28 February 1981 and MINING ANNUAL REVIEW, 1980, London, 
p 45. 


5. T. Muszkiet: op cit, p 18. 
6. All data according to J. Danielewski: op cit, pp 42, 108, 112-113. 


7. According to the evaluations of American experts, the Soviet petroleum 
industry is about 30 years behind the United States as a result, above 
all, of obsolete equipment. For example, Soviet crews require an entire 
year to drill a hole to a depth of 10,000 feet whereas in the United 
States it is done in 34 days (T. Muszkeit: op cit, p 27). 





8. J. Biernat: "Raw Materials Problems of the CEMA Countries," Warsaw, 
1979, pp 3, 47 (typewritten copy). 


9. T. Muszkiet: op cit, p 89. 


19. J. Danielewski: op cit, p 14. Estimates of national income per resident 
that are considered when calculating the above relations appear to be 
highly overstated in favor of the CEMA countries, especially Poland. 
According to estimates, the national income per resident in Poland was 
almost the same as in Italy and 25 percent higher than in Hungary, and | 
it was higher in the GDR than in Great Britain. 


ll. J. Macieja: “Lowering the Material Intensiveness of Production--A 
Strategic Task for the Economy in the 1980's," GOSPODARKA PLANOWA, 1978, 
No 9. 


12. Up to a short while ago, a current thesis was that debt is somewhat of a 
benefit, that it is not a burden on the national economy because the 
inflation rate exceeds the interest rate. What was forgotten, however, 
is that in order for there to be profits in such a situation, products 
from new plants must be suitable for export. But more important is that 
capital must be nominally relatively cheaper and possible to control. 
Unfortunately neither of these conditions were fulfilled. 


13. Method for calculating the effectiveness of cooperation among the CEMA 
countries in the field of fuels are described more fully in: P. Glikman: 
"Effectiveness of Cooperation Among the CEMA Countries in the Field of 
Fuels and Raw Materials," PROBLEMY HANDLU ZAGRANICZNEGO, 1980, No 13. 
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CZECHOSLOVAKIA 


AGRICULTURAL INSURANCE, RESERVE FUNDS DESCRIBED 
Prague FINANCE A UVER in Slovak No 2 1982, Supplement No 1 pp 31-42 


[Article by Doc Eng Karol Vlachynsky, CSci: "Reserves and Insurance in 
Agriculture") 


[Text] Agriculture is a sector in which the production 
process is essentially a biological precess. The key role 
is played by plant production connected with the soil and 
area distribution throughout the territory of the entire 
state. As a consequence, the reproductive process in 
agricultural enterprises is much more affected by random 
fluctuations in climatic conditions than it is in other 
sectors. For that reason accumulation of reserves and 
insurance of property assumes a particular importance in 
agriculture. 


This presentation proposes a brief characterization of the 
risks attendant to agriculture, the current methods for 
coping with them, topical problems pertaining to this area 
and directions and potential for their solution. It is not 
intended to deal in closer detail with contemporary solutions 
which form the contents of relevant legal regulations and 
modifications. 


l. Effects of the Singularity of Agriculture on Accumulation of Reserves and 
on Insurance. 


L.1l. Uncertainty and Risk in Agriculture 


Explanation of the problems pertaining to reserves and insurance must commence 
with the terms uncertainty and risk .nterpreted as economic phenomena. 


The term uncertainty is used here to denote the indeterminate, random nature 

of conditions, effects or results of certain phenomena or processes. The 
sources of uncertainty in the economic sphere can be constituted by the effects 
of natural forces, characteristics of the human factor and lack of information. 
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Kisk is che kind of uncertainty in which we can avail ourselves of various 
methods--most often statistical--to quantify the possibility (or probability) 
for the occurrence of adverse alternatives. At the same time, the economic 
criterion for classifying alternatives as favorable is a certain socioeconomic 
objective. 


Risks can be classified into groups according to a number of criteria. The 
key types of risks in agricultural enterprises can be considered to be: 


--the risk of damage to property 
--the risk of declining production 
--the risk of declining economic results. 


a. The risk of damage to property includes possible damage to or destruction 
of buildings and structures, machinery, equipment and supplies, dying off or 
forced slaughter of animals. The cause for the occurrence of this risk are 
natural disasters (lightning, windsotrm, flood, landslide, glacier, 
conflageration, explosion, etc.) on the one hand, and failure or shortcomings 
of the human factor (failure to meet work obligations, negligence, inadequate 
qualification) on the other hand. 


Risks of this type are encountered in agricultural organizations as a general 
rule. 


b. The risk of declining production is of particular importance specifically 
in agriculture insasmuch as it is significantly connected to the sectorial 
peculiarity of the reproductive process. The causes for the occurrence of 
most risks of this nature can be classified into two groups. 


--Effects of a natural character which include climatic conditions, incidence 
of pest and disease damage to plants and animals. Agricultural production is 
connected with the soil and distribution over the entire territory of the 
State. Its biological character accounts for the fact that temporal and 
spatial variability of climatic conditions, incidence of pests and diseases 
primarily determines to a considerable degree plant yields. It follows 

from the close interdependence of the branches of agricultural production that 
such flucutations come to bear also on animal production. 


lt stands to reason that the most intensive fluctuations in production volume 
are encountered in monitoring the results by individual products and for 
individual agricultural enterprises. With expansion of the monitored territory 
(district, region) the fluctuations in production are reduced, because 
compensation for positive and negative deviations from the average are made. 
Nevertheless, even assessment of data for the entire state shows significant 
fluctuations in production 


In assessment of data for 30 years (from 1948 to 1977) for the entire CSSR 
there occurred a decrease in grain harvest per hectare in comparison with the 
preceding year on 11 occasions, whereby the highest decrease between years 
amounted to 11.5 percent (in 1954 as compared to 1953). 
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Monitoring the overall volume of gross plant production (in comparable prices) 
for the same period shows that 12 decreases occurred in comparison with the 
preceding year with the highest decrease between years amounting to 14.4 
percent (in 1965 as compared to 1964). 


--Level of management of the reproductive process, within the framework of an 
individual enterprise on the one hand and within the framework of larger 
entities (i.e., at the level of administrative bodies above enterprises) on 
the other. Herein we can differentiate on the one hand between risks 
constituted by routine management (decisions regarding the structure of sowing 
and crop strains, combining plant and animal production, maintenance, 
renovation of eqipment and its utilization, etc.) and, on the other hand, the 
so-called risks posed by development (decisions regarding construction of new 
production capacities, introduction of new techniques, technology, biological 
materials and strains, implementation of a new organizational structure and 
management, etc.). 


It is obvious that the risk of drops in production is connected also with the 
risk of damage to property. After all, e.g., destruction of agricultural 
buildings by a natural catastrophe cannot but become reflected in the level 
of animal production, etc. 


c. Risk of decline in economic results is the most comprehensive representation 
of the risks attendant to economic activities of an enterprise. The risk of 
drops in production is reflected in it to the full extent. However, it is of 

a much larger scope, because it also involves all accidental factors--be they 


of an objective or subjective nature--that affect the level of operating 
costs. 


1.2. Methods for Coping with Risks in Agriculture 


In providing for the continuity and stability of development of the economic 
activities of individual agricultural enterprises--as the prerequisite for 
positive development of agriculture as a whole--an important role is played by 
elimination of risk factors and overcoming of their effects on the income 
producing situation of an enterprise. The following methods may be considered 
as basic: 

--improvement of the planned management process 

--utilization of the system of reserves. 


a. Improvement of the planned management process from the viewpoint of 
elimination and overcoming the effects of risk factors on the income producing 
situation of agricultural enterprises includes two groups of tasks. 


The first is to work out at individual levels of management (enterprise, 
district labor center, regional labor center, ministerial department) such a 
plan for the development of agriculture which would include only economically 
permissible risk. The latter term is to be interpreted as a risk which the 
enterprise concerned (or a group of enterprises) can overcome within the 
framework of the used system of management without critically worsening the 
income producing situation. Thus, it involves a plan incorporating a realistic 
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rate of production growth, adequate solutions to the problems of 
diversification and specialization, prevention of risks, etc. 


The second group of tasks involves use of individual tools provided by the 
system of planned management to react in the process of meeting the plan to 
occurrence of deviations from the envisioned development in such a manner as 
to have the occurrence of risks have the smallest possible impact on adverse 
development of the income producing situation. 


b. Utilization of the system of reserves! is the decisive method for 
overcoming the impact of occurring risks. Depending on the level at which 
reserves are generated, we can distinguish between decentralized and 
centralized reserves. According to their form we distinguish between material 
(natural) reserves and financial reserves. 


Decentralized material reserves most often take the form of reserves of fodder 
and seeds. They are generated, as a rule, directly by the enterprise (but 

can also be generated by larger entities). Their purpose is to provide in 

a given enterprise for a trouble-free reproductive process even during a drop 
in the production of fodder, or partial repetition of sowing if needed (e.g., 
damage by frost, destruction by pests). The advantage here is the option of 
the enterprise management to operationally dispose of such reserves as well as 
their economic utilization (they constitute a drain on the internal resources 
of the enterprise). On the other hand, however, their development calls for 
expansion of storage facilitites, andthere is also the possibility of their 
deterioration in the storage process. For that reason the amount deserves 
careful consideration. 


Decentralized financial reserves take the form of contingency funds of 
individual agricultural enterprises (or economic production units). Their 
generation from the distribution of the economic profits actually represents a 
growth of internal resources to provide for the needs of the working capital 

of the plants concerned. The key purpose here is to provide for relative 
stability of remuneration of manpower in JRD [unified agricultural cooperatives] 
(or requisite allocations to incentive funds of state agricultural enterprises) 
even in case of a decline in economic results. 


Use of resources from the reserve fund, for all practical purposes, represenis 
for an agricultural enterprise, a reduction in internal operational resources 
and, as a rule, increased need for operating credits in a corresponding amount. 


~_ —— —-=+ ——— 


i. The term reserve is variously defined in agriculture. A suitable 
formulation is: "...Reserves are that part of natural and financial funds 
that does not directly increase production as it is not part of the 
reproductive process, but which is a precondition and prerequisite for 
stability and dynamic development of agricultural production." 





2. Under occuring risk is meant a situation when the potential occurrence of 
an adverse alternative expressed by a risk has materialized, the adverse 
alternative did occur. 
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A certain problem in this respect is constituted by the fact that agricultural 
enterprises allocate only minimum means to supplement their revolving funds 
and give priority to contingency funds allocations. The reason for this is 
higher mobility of contingency fund resources (under certain conditions they 
can also be transferred into the investment sphere). 


Included among decentralized financial reserves are also financial reserves 
of administrative bodies above enterprise level. They are as follows: 
--financis! reeerves of District Agricultural Administrations generated from 
unused resources of economic tools of the fund for stabilization of manpower 
and the intensification fund; 

-~-sectorial reserve funds generated by agricultural enterprises operated by 
the sector at economic production unit level. 


Providing for effective overcoming of all occurring risks in agricultural 
enterprises only by means of decentralized reserves would represent an 
unnecessary failure to utilize great material and financial resources. For 
that reason a part of the risks are overcome by means of centralized reserves. 
The advantage offered by the latter is that they can provide an identical 
degree of certainty for covering the consequences of risks in individual 
enterprises with a much smaller amount of unutilized material and financial 
resources. The need for centralized reserves can be determined with relative 
precision by using the probability calculations based on the law of averages. 
On the other hand, there are disadvantages as well--namely smaller mobility 
of these reserves (a longer reaction time) and weakened responsibility of 
individual enterprises for precluding damage and for economic utilization 

of centralized reserves. 


Centralized material reserves are generated and managed by the Administration 
of State Material Reserves. These take the form of grain reserves (for 
feeds, but also for food production purposes) and the form of strategic 
reserves of agricultural products. 


Centralized financial reserves can be classified from the viewpoint of their 
generation into those generated through financial relations and those generated 
through insurance relations. 


The first group includes the following: 

--financial contingency fund of the Ministry of Agriculture and Food. It is 
generated by allocations from the state budget and is administered by the 
national ministries of agriculture and food. These resources are used for 
modifications and stabilization of stipulated economic instruments, 

--fund for uninsurable damages in plant production, 

--part of budgetary contingency fund designated for coverage of selected risks 
occurring in agriculture (involving primarily contributions for coverage of 
more extensive damages insufficiently covered by insurance). 


The second group includes insurance funds of state insurance companies (Czech 
State Insurance Company and Slovak State Insurance Company) in the framework 
of agricultural insurance. 





fhe basic orientation to improve the system of centralized financial reserves 
is to make more systematically certain that their use not only solves the 
impact of occurring risks on the income generation situation of individual 
enterprises, but enables them to also factually (materially) compensate for 
the damages that occurred in the reproductive process. The prerequisite for 
successfully meeting this task is to improve the structure of material 
balancing of centralized financial reserves. So that financial reserves are 
supplemented by material and capacity reserves in the requisite structure. 
Only in this manner will it be possible for agricultural enterprises that have 
obtained monetary resources from centralized financial reserves to buy those 
material values that will enable them to materially overcome the damage 
sustained in the reproductive process. 


This calls tor a more systematic linkage of centralized financial reserves 
with the system of material reserves (particularly with federal material 
reserves) and the foreign-exchange reserves of the state. 


2. Property and Production Insurance 


A particularly significant manner of generation and utilization of 
centralized reserve funds is insurance. 


Under insurance is meant an organized, distribution and utilization by a 
specific institution of a centralized r aetary fund generated by the insurance 
method (i.e., from insurance contributions by natural and legal persons who 
form a risk association) to cover future potential and estimable monetary 
needs. 


insurance of the property and of production of socialist agricultural 
enterprises commenced in the CSSR with the establishment of the first JRD and 
has been undergoing successful development ever since. 


At first (since 1951) JRD insured their property voluntarily (contractual 
insurance). Social interest in reinforcing the economic position of the 
developing cooperative sector led as of the beginning of 1953 to compulsory 
insurance of JRD property (produce, domestic animals and other movable 
property) against most damages occurring as a reslut of natural disasters. 

In addition, the cooperatives were free to insure themselves against additional 
risks by voluntary insurance. 


JRD property insurance in the years 1953-1959 was not only a form of 
redistribution of a part of revenues among cooperatives by the insurance 
company, but also a form of economic aid to the cooperative sector. Namely, 
in the specified period paid out insurance compensation exceeded the overall 
sum of insurance premiums paid by the cooperatives by 34 percent. 


As of the beginning of 1960--as a consequence of unification and an overall 
increase in the level of procurement prices for agricultural produce--also 
increased in insurance premiums have occurred in an effort to provide an 
economic base for JRD property insurance. The effort has not fully succeeded 
because in the years 1960-1966 (mainly due to floods in Slovakia in 1965) 
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the total sum of insurance compensation exceeded the paid-in premiums by an 
approximate 9 percent. 


Introduction of the principles of the improved system for planned agricultural 
management agriculture also brought about significant changes in agricultural 
insurance as of 1 January 1967. Applicability of compulsory property insurance 
was also extended to state farms and some other agricultural enterprises in 

the state socialist sector. At the same time further expansion of insurance 
protection was offered by both compulsory and contractual insurance. 


Further modifications of insurance protection and insurance premiums vere 
carried out as of 1970 and, later, as of 1975. 


At the present, property and production insurance is divided into compulsory 
(statutory) and voluntary (contractual) insurance. 


a. Comp ilsory (statutory) insurance includes: 
--natural disaster insurance 

~-domestic animal insurance 

--crop insurance 


Natural disaster insurance relates to the risk of damage or destruction of 
buildings and structures, produce, supplies from own production, other movable 
objects (machinery and equipment, procured supplies, money), domestic and 
other animals, as long as the damage or destruction occurred as the result of 
a natural disaster. 


Ohter risks covered within the framework of this insurance include damage to 
or destruction of buildings through the weight of snow or ice; damage to or 
destruction of fibrous plants, potatoes, tobacco, viticulture stock and 
vegetables by frost; damage to or destruction of winter grain crops and 
perennial fodder crops by winter kill, as well as peronospot mildew damage 
to tobacco. 


This insurance further relates to wasting of an animal suspected of an 
infection, or an animal that suffered a permanent loss of fertility or 
utilitarian value due to infection and losses caused by miscarriage and loss 
of fertility due to infection. 


Crop insurance pertains to lower yield of the insured crop: 

--fruit in organizations in which the planned yield of fruit crop amounts to 
at least Kes 1 million in the given year, or organizations designated by the 
appropriate agricultural administration during plan approval as an 
organization specializing in fruit growing, 

--hops, its vine stock and tobacco, 

in cases where lower yield of crops occurred due to destruction, lower 
quantity or deteriorated quality of crops due to any cause that adversely 
affected fruit crops from 1 January till completion of picking, and crops of 
hops and tobacco from completion of one collection to completion of another 
harvest. 











Preventive action by the insurance company is an integral part of compulsory 
insurance. Its objective is to forestall damage or lessen the extent of its 
effects. Measures carried out by the insurance company as part of its 
preventive efforts have a motivational character on the one hand and are 
repressive in nature on the other hand. 


Motivational measures favor those insured agricultural organizations which 
endeavor to preclude the occurrence of insured events or lessen their impact. 
A form of motivation on the one hand is reimbursement for appropriate costs 
expended by the insured organization to prevent the insured threatening event 
trom happening or on lessening its consequences and, on the other hand, 
offering reduced premiums to organizations that implement preventive measures. 


Repressive effects consist in reduced insurance reimbursment when the insured 
event occurrs as the result of the insured organization's failure to meet 
its obligation to implement preventive measures. 


In addition, a significant part of the prevention efforts developed by the 
insurance company is its direct financial participation in preventive measures 
(e.g., construction of fire stations, water tanks, financial participation 

in solution of relevant research tasks, etc.). 


b. Voluntary (contractual) insurance is negotiated between the insurance 
company and the agricultural enterprise in the form of an independent insurance 
policy. In essence, this insurance can cover any risks that are agreed upon 

by both contractual parties. The following types of contractual insurance are 
provided at the present time: 


In plant prodution they are: 

--insurance of flowers for a case of damage or destruction by a natural 
disaster, 

--insurance of fruit (in enterprises not subject to statutory insurance) 
against damage by hailstorms, 

--insurance costs expended on cultivation of ergot. 


In animal production it involves the following types: 

--insurance of domestic animals against disease, injury, operation, delivery 
or miscarriage. It involves a type of insurance supplementing and expanding 
insurance protection included in statutory insurance. At the present it is 
the most widely used type of contractual insurance (yielding more than 90 
percent of all insurance contributions for contractual insurance), 
~-insurance of animals kept for special purposes. This includes insurance of 
breeding stock, 

--insurance against destruction of eggs in an electric incubator and dying 
out of L-day old poultry, 

--insurance for apiculture. 


To gain a certain quantitative insight into the extent of agricultural 
insurance, let us outline some basic data for the Sixth Five-Year Plan. 
[See Table lL. ] 
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The data show that insurance contributions for agricultural insurance for the 
entire CSSR in the Sixth Five-Year Plan--even taking into consideration 
insurance company expenses--not only fully covered paid out indemnity, but 
provided for an increment in the capital reserves of the insurance company, 
or payment of part of the resources into the state budget. Thus, insurance 
has an economic base and has become not only a form for redistribution of a 
part of the earnings of agricultural enterprises by means of centralized 
insurance funds, but, to a certain extent, also a form of tapping a part of 
the revenues from agriculture as a whole. 


However, the situation is still different in this respect in the CSR and the 
SSR. In the CSR the overall claim ratio for agricultural insurance in the 

course of the Sixth Five-Year Plan was 74 percent, with compulsory insurance 
accounting for only 58.1 percent, but voluntary for as much as 121.3 percent. 


Table 1. Progress of Insurance in Socialist Agricultural Organizations in the 



























































Years of the Sixth Five-Year Plan (in million Kcs) 
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In the SSR the effects of a different structure of plant production and the 
effects of natural conditions caused the claim ratio--at identical rates of 
insurance premiums as in the CSR--to be higher overall. The total incurred 
loss percentage for the Sixth Five-Year Plan is 96.2 percent, of which 
compulsory insurance accounts for 95.7 percent, voluntary insurance for 97.6 
percent. It can be stated that in the SSR insurance is in fact only a form 
of redistribution of a part of the earnings among agricultural enterprises. 


3. Uninsurable Damages in Agriculture 


Our current system of statutory and contractual insurance does not cover all 
damages that do occur. In plant production there remains a significant area 
of risks--namely drought, damp, rain, diseases and harmful pests--that 
according to regulations valid in the CSSR cannot be insured for the time 
being. At the same time damages resulting from these risks considerably 
exceed those from insurable risks. 


To lessen the impact of uninsurable damages o~ the economic situation of 
agricultural enterprises afflicted by damage, che national ministries of 
agriculture and food established a Fund for Alleviation of Uninsurable Damages 
in Plant Production. It receives allocations from state budget resources in 
the framework of the total sum of budgetary resources reserved for agriculture. 
The ministry can use the fund for making contributions to afflicted enterprises 
on the basis of the amount of damage which is determined by the State 

Insurance Company in cooperation with an agency of the state economic 
management. Enterprises have no legal entitlement to receiving a contribution. 


As the fund, as a rule, does not have sufficient resources to cover all 
uninsurable damages, in allowing a contribution the ministry takes into 
consideration not only the list of requirements submitted by the enterprise, 
but also the latter's income situation. Overall coverage provided by 
contributions from the fund extends to an average of less than one-fourth 

of the total amount of uninsurable damages. 


Contributions to enterprises from the Fund for Alleviation of Uninsurable 
Damages in the CSSR for the years 1976-80 amounted to a total of Kcs 2,476 
million. These contributions reimbursed only 9.3 percent of reported 
uninsurable damages (in the CSR it was 5.5 percent and in the SSR 17.7 percent). 


it is true that improvement of the earning situation of enterprises afflicted 
by uninsurable damages can take the form of direct allocation of resources 
from the state budget. However, such a solution is adopted only in 
exceptional cases. Thus, the greatest share of uncompensated uninsurable 
damages must be borne directly by enterprises which should provide coverage 
from their contingency funds. 


This constitutes a serious problem that has a significant impact on the 
stability of income in agricultural enterprises. In our opinion, it will 
have to be dealt with primarily by expansion of insurance protection. 
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4. Problems and Trends of Further Development of Insurance in Agriculture 


Insurance protection of the property and production of socialist agricultural 
enterprises in our state has considerably developed ever since their 
inception. Nevertheless, the potential for its expansion in depth are far 
from exhausted. Two problem areas are to be considered as topical and urgent: 
~-expansion of insurance protection to other, still uninsured risks, 
--transfer the types of contractual insurance with mass appeal into statutory 
insurance. 


l. The preceding explanation showed that the still uninsured risks are of 
great importance to plant production and the amount of damages caused by 
these risks considerably exceeds the claim rate of insured risks. 


Thus, e.g., in the years of the Sixth Five-Year Plan the insurance companies 
in the CSSR paid out a total of Kcs 7,435,488,800 as compensation for damages 
in plant production. From that amount the decisive amount of damage (almost 
95 percent) was caused by floods, freezing weather, spring frosts and storms. 
However, for a comparable period there were reported uninsurable damages 
caused mainly by drought, damp, rain and plant diseases amounting to Kcs 
26,489,000, 000. 


A solution which could expand insurance protection for plant production in 
a decisive manner would be introduction of a comprehensive crop insurance. 
This problem has been the subject of discussions for quite some time and 
computations were made of several alternative solutions. The point is that 
a number of important problems must be tackled in connection with this type 
of insurance: 


a. Insure groups of plants, or plant production as a whole? The first case 
would involve comprehensive insurance of cereals, root crops, fodders, 
vegetables and special plants, i.e., hips, vines, tobacco and low-tonnage 
produce. The insurance company would reimburse damages caused as the result 
of any climatic effects if they caused the value of production of a group 

of produce to drop below a certain limit. 


In insuring plant production as a whole, the insurance company woulda indemnify 
only when any type of climatic effects would cause the value of the entire 
plant production to drop below a certain limit. The rate of damage compen- 
sation for certain types of produce by higher yields of other produce would 

be relatively high, which would enable insurance premiums to stay at a 
relatively low rate. However, the problem is how would agricultural enter- 
prises approach the task of cuitivating special produce, which constitute 

a small share of total plant production, but the danger of risk is considerably 
high. 


b. How to arrive at a basis for determination of premiums and for computation 
to total damage? There appear to be two possibilities: 


--Consider the basis to be actual average yields for the past 3-5 years 
(with eventual elimination of years with extremely favorable results). 
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--Accepct the yields specified in an approved plan for a given year to form 
the insurance basis. True, this could pose the danger of speculative over- 
estimation of plant production plans. 


c. How to appraise planned or actually attained production (or incurred 
damage)? Appraisal possibilities are: 


--in procurement prices. a certain problem is posed by the fact that 
procurement prices are determined by margins and for that reason the price 
for a given enterprise would have to be individually determined within the 
given price spread (to include all supplementary amounts) with a view to the 
natural conditions, quality, the rate of propagation of the produce, the 
share of contracted deliveries, etc. This type of appraisal is currently 
used in statutory insurance of agricultural produce; 

--in planned realizable prices. This type of production appraisal is used 
in fruit crop insurance and can be said to have proven viable; 

--in stable prices. This type is less laborious, but it is least suited to 
reflect the actual deferred time value of production. 


d. Should insurance premium be uniform or differentiated? 
This problem can be viewd from serveral aspects. 


--As regards areal differentiation of premiums (i.e., differentiated rates 
according to the production region or territorial entity in which the insured 
organization is active), it is problematic. Its adoption would tend to 
weaken the principle concept of insurance which consists in redistributing 

a part of income by means of an insurance fund among the members of an 
insurance association in dependence on the occurrence of insured events. 


--Differentiation according to the acreage of agricultural land cultivated 
by the insured organization has its rational core. The larger the acreage, 
the higher the rate of mutual compensation between favorable and unfavorable 
results in the framework of the organization's plant production--allowing 
determination of lower insurance premiums. The quantitative impact and 
Significance of this approach requires further study. 


--Differentiation according to the rate of damage incurrence (i.e., stipulate 
lower premiums for an organization that incurs less damage over a long-term 
period) could provide an incentive for organizations for prevention of 
damage occurrence. After all, optimum agrotechnical measures can partially 
eliminate the effects of draught, suitable chemical protection can limit 
damage caused by diseases and pests, etc. However, determination of the 
intensity of such limitations calls for accumulation of experience regarding 
the factual progress of damage occurrence. For that reason this problem 
could be dealt with only after a certain time lapse following introduction 
of comprehensive crop insurance (e.g., by introducing a bonus system fur 
damage-free operation). 


e. Calculation of insurance premiums calls for a widely based determination 
of fluctuations in plant production of agricultural enterprises over a number 
of years (8-10) and for utilization of experience gained in the already valid 
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comprehensive insurance of fruit crops. The insurance premiums should be 
determined on an economic basis. 


f. The amount of insurance premiums depends to a considerable degree on the 
extent to which the insured organization participates in allaying the 

suffered damages. On the whole, such participation is considered to be a 

desirable element of this type of insurance. Its form can be either fixed 

(the insurance company pays when the damage exceeds a certain percentage of 

the value of insured production), or variable (the insurer would be obligated 

to pay a certain percentage of the determined difference between planned and 

actually achieved production). 


g. The problem to be also dealt with is whether the contingency fund for 
comprehensive crop insurance should be formed within the overall insurance 
fund of the insurance company, or as a separate contingency fund. 


Solutions to the above problems cannot rely only on theoretical assumptions 
and calculations, but call for their verification in practice. Only in this 
manner can material be acquired for assessment of agricultural enterprise 
management under the individual varying types of insurance. 


The first verification for a type of comprehensive insurance is provided by 
the general application of fruit crop insurance (since 1 January 1976). 

An analysis of its functioning over a 5-year period pointed out that the 
insurance did contribute to stabilization of earnings of agricultural 
enterprises specializing in fruit growing. However, it failed to provide 
incentives designed to promote reduction of damage to crops. 


Verification of a somewhat different model was experimental introduction of 
hops and tobacco crop insurance (as of 1 January 1980). 


The insurance base is formed by a 5-year average of actually achieved yields 
per hectare of cultivated areas appraised in realizable prices. The upper 
limit for insurance payment is constituted by the difference between the 
insured and actually achieved yield. 


The relatively short application of this model did not as yet provide adequate 
verification of the employed principles. Nevertheless, it can be preliminarily 
stated that the 5-year average forming the insurance base prominently reflects 
total or extensive damages which in the course of at least. 4 years reduce the 
insurance base in the given organization. 


Both cases involve crop insurance for produce the cultivation of which does 
pose a relativeiy high degree of risk, but its share in the total volume of 
plant production is not significant. 


Of decisive importance to dealing with problems regarding the still uninsured 
risks in plant production is verification of an insurance model that would 
apply to key plants or all produce. An attempt at such verification «© ‘' 
experimental verification of statutory comprehensive crop insurance fx. 
produce of socialist agricultural organizations, which commenced in 198i. 
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The experiment can be characterized by the following basic principles: 


--insurance applies to groups of produce (not to plant production as a whole). 
Damage compensation within groups of produce applies to individual produce 
included in the group; 


--insurance applies to reduction in the insured yield caused by destruction 
or reduced quantity or deterioration in the quality of crops by any event 
that occurred during the period between sowing (planting) and completion of 
harvesting (with the exception of events for which blame can be ascribed to 
the insured or some other organization); 


~-the insured yield is determined as a sum of insured yields of individual 
produce in each group. Insured yield denoted herein the value of harvest 
from the acreage actually planted by a given produce in a given year and is 
determined as a multiple of the average of three highest yields per hectare 
achieved by the agricultural organization in the last 5 years and the planned 
realizable price of the produce concerned (to which differential and other 
supplementary payments) ; 


--rates for insurance premiums for the calendar year are determined from the 
value of the insured yield for the following groups of produce: 


cereals and grains for seed 5.2 percent 
root crops 12.6 percent 
Oleaginous and textile plants 15.9 percent 
fodders 11.0 percent 
vegetables 13.3 percent 
medicinal herbs and spices 12.5 percent 
grape-producing vines 14.0 percent 


--the basis for determination of the amount to be paid by the insurance 
company is constituted by the difference between the insured yield of 
individual groups of produce and the yield actually attained. From this 
difference the insurance company provides an indemnification in the amount 
of 80 percent (20 percent are borne by the agricultural organization as 
participant in damage sustenance) ; 


--the insurance company provides bonus payments for a favorable progress of 
damage occurrence. The reduction in insurance premiums amounts to 


35 percent when the insurer did not incur obligation for 
payment of crop insurance in a given year 

20 percent when indemnification did not exceed 10 percent 
of insurance premiums in a given year 

10 percent when ind mnification did not exceed 20 percent 
of insurance premiums in a given year; 


--from the paid-in insurance premiums the insurance company provides financial 
contributions for prevention of damage in plant production (construction of 
irrigation facilities, multipurpose water tanks, water management, amelioration 
and drainage projects, etc.). 





The experiment commenced in the SSR as of 1 March 1981 in 13 agricultural 
organizations. 


The experiment with comprehensive crop insurance in the CSR was started by 35 
agricultural organizations along similar principles. The only difference is 
that this insurance was extended to two additional groups of produce, namely 
tobacco and hops. 


Problems attendant to this type of insurance as well as the progress of the 
experiment show that introduction of comprehensive crop insurance still poses 


a number of ponderables which will have to be intensively examined and dealt 
with. 


It is true that the rates for insurance premiums are relatively high and that 
they might be considerably taxing for economically weaker agricultural 
organizations and, at current earning relations, be almost unbearable. 


However, on the other hand, we must keep in mind the extent of the still 
uninsured damages, only minimally covered by the resources of the fund for 
alleviation of uninsurable damages, which also must be covered by means of 
allocation of resources from the state budget. It appears that the thus 
utilized budgetary resources would be better applied in the form of allocations 
to a certain group of enterprises fcr partial coverage of insurance premiums | 
for comprehensive crop insurance. Such a solution would definitely provide 
more incentives than a posteriori dealing with consequences of damages not 
covered by insurance. 


In regards to this problem we would like to express in conclusion our 
conviction that comprehensive crop insurance represents a viable option for 
the future. On the one hand, it can substantially expand the insurance 
protection of agricultural enterprises and in so doing reduce fluctuation of 
their revenues from year to year and, on the other hand, contribute to a more 
streamlined operation of insurance companies in liquidation of damages in 
plant production (the focus of their liquidation operations would shift from 
the current inspections of individual areas and laborious determination of 
the percentage of damages into the sphere of verification of circumstances 
that can adversely affect the overall yield of plant production). 


2. The second important approach to consolidation of insurance protection and 
rendering insurance more effective and efficient is to transfer those types of 
contractual insurance that have a mass appeal into the sphere of statutory 
insurance. 


Mass appeal of some type of contractual insurance is a confirmation of its 
meeting a general need and offering an advantage from the viewpoint of 
development of agriculture. Economically backward agricultural organizations, 
as a rule, are not insured. They claim that payments for additional insurance 
would constitute for them an unbearable increase in costs. However, when 

such an organization sustains damage due to the occurrence of a given (in 

the given organization uninsured) risk, it demands compensation through an 
emergency nonreimbursable allocation from budgetary resources. 
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Transfer of such a type of insurance into the sphere of statutory insurance 
would force also the above organizations to insure themselves against the 
specific risk, which would not only expand the insurance association and make 
insurance company operations easier, but would also promote more efficient 
use of budgetary resources. The subsequent increase in costs, which could be 
taxing for backward organizations, could be dealt with in their case for a 
temporary period by non-reimbursable allocation of budgetary resources for 
payment of insurance premiums. 


Under our current conditions the type of contractual insurance with mass 
appeal is contractual insurance of domestic animals against disease, injury, 
operation, delivery or miscarriage. We belive that the idea of transferring 
this type into the sphere of statutory insurance is viable and, in the course 
of the Seventh Five-Year Plan, calls for conduct of sample surveys and 
quantification required for its implementation. 
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